Actuarial Services

Part IIF Actuarial Memorandum
Highmark BCBSD, Inc.
d/b/a Highmark Blue Cross Blue Shicld Delaware
Individual Rate Filing

Effective January 1,2019

06/21/2018



TABLE OF CONTENTS

1. PROPOSED RATED INCREASE(S) woerverrvrcerenns et e e 2
1. EXPERIENCE PERIOD PREMIUM AND CLAIMS . e eb et es e re st staons 2
V. PROJECTION FACTORS oioovcisirecseommsenssirensioneseesss s ssssassesssanssesssesssasssesssosssassessnssd
VI CREDIBILITY MANUAL RATE DEVELOPMENT ..ovvicrenes st cseanes 5
VI CREDIBILITY OF EXPERIENCE .ov.ooiees e sceriresessesssss st s orssssssessssessonsnsonnsd
VI PAID TO ALLOWED RATIO c.ooocviiriiarcssinescresreieessssesassnsssesssons s mtnesesessesssionrsnasened
IX.  RISK ADJUSTMENT AND REINSURANCE (e csesecsseessanseccsernisesd
X, NON-BENEFIT EXPENSES AND PROFIT & RISK..ovvvvesiveerrvvennns it .6
Xl PROJECTED LOSS RATIO coovicreniermvnssessssreeneos R ST UV
XII.  SINGLE RISK POOL.............. e S eeria et e ereaerin 6
KT INDEX RATE oooeiisinses o esressssesr s sesenssnsessssses s sisessasonstes b OO ¢
X1V, MARKET ADJUSTED INDEX RATE.c.ovvvieieressssnersnerssnrssesssnessissessesessssonsssisassns |
XV. PLAN ADJUSTED INDEX RATE ..ocovieeceerinerarereesenesrenseesaecns e cerern]
XVI. CALIBRATION ...ooveriiiniesians i es e st enae ettt SO
XVIL CONSUMER ADJUSTED PREMIUM RATE DEVELOPMENT o..oooeoiev e 8
XIX. AV PRICING VALUES w1t sssct vsssss st smssssssssss b tssssssnss s ssnsos oo

oo

XX, MEMBERSHIP PROJECTIONS oot seerssscssssss s ssassssensons s essssssssessness s 8
XXL TERMINATED PLANS AND PRODUCTS coovocrnieciioreemoseesisinsiensesieseneiens S
XXIL PLAN TYPE vt OOV ettt 9
XX WARNING ALERTS c.ovnctcveosesersiemsecoseessissensievemssisssesssssesssmssesetsssssessssessossssssssssmarasssdd
XXIV. ACTUARIAL CERTIFICATION ............. v, cerer sttt eren st O

Actuarial Services 06/21/2018



General Information
Document Qverview

This document contains the Part [1I Actuarial Memorandum for Highmark Blue Cross Blue
Shield Delaware's (Highmark DE) individual black of business rate filing, for products with
an eftective date of January 1, 2019, This actuarjal memorandum is submitted in conjunction
with the Part | Unified Rate Review Template.

The purpose of the actuarial memorandun is to provide certain information related to the
submissiofi, including support for the values entered into the Part I Unified Rate Review
Template, which supports compliance with the market rating rules and reasonableness of
applicable rate inéreases. This information may not bé appropriate for other purposes.

This information is intended for use by the State of Delaware Department of Insurance, the
Center for Consumer Information and Insurance Oversight (CCIIO), and their subcontractors
to assist in the review of Highmark DE’s rate filing. However, we recognize that this
certification may become a public document. Highmark DE makes no representations or
warranties regarding the contents of this letter to third parties. Likewise, third parties are
instructed that they are to place no reliance upon this actuarial memorandum that would
result in the creation of any duty or liability under any theory of law by Highmark DE.

‘The results are actuarial projections. Actual experience is likely fo differ for a number of

reasons, including population changes, claims experience, and random deviations from

-assumplions.

L1 Company Identifying Information:
s Company '[.‘_egal ‘Name: Highmark Blue Cross Blue Shield Delaware
» State: The State of Delaware has regulatory authority over these policies,
o HIOS Issuer 1D: 76168
s Market: Individual
o [ftective Date: January 1, 2019

.2 Company Contact Information:

s Primary Contact Name: BB

¢ Primary Contact Telephone Number:

¢ Primary Contact Email Address:
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I Proposed Rate Increase(s)

For all rate increases by plan see the ‘Cum'itve Rate Change % {over 12 mos prior)’ found in
Worksheet-2 Row 27 of the URRT. The rate increase varies by plan due fo an update in
several of our pricing factors and changes in benefits required to meet Actuarial Value and
other cost sharing restrictions under the Affordable Care Acl.

The primary drivers of the rate inerease are increasing medical and pharmacy services i the
individual market.

The rate development in this filing is based on certain: asaumpuons we have had to make al
this poiitt in time. We Have assumed that the ACA health insurance cover agt. mandate is
eliminated, and that cost sharing reduction. (CSR) payments will remain ceased for
2019, We have included an assumed load for expected adverse selection due 1o the
Short Term Limited Durational Inswrance market expansion based on a recently proposed
HHS rule modifying federal requirements for this market. We have also included an
assurned load for Delaware Senate Bill 227 which is expected to increase provider
reimbursement related to Primary Care and Chrohic Pain Management. Additional
assumptions include that advance payment of premium credits (APTCs) will continue untif
the-end of 2019, thére will be o significant changes in legislation, regulations or otherwise
(i.e. rules, regulatory guidance, etc.) impacting the ACA market, and there will be an
additional QHP issuer participating on'the Marketplace throughout 2019. In addition, there
are othér uncertainties that may: directly or indirectly affect an already unstable insurance
market and ultimately, rates. If any of these assumptions are ultimately incorrect or
additional developments occur that similarly have a detrimental impact to the market,
modifications to the rate development may be necessiry. As a result, Highmatk DE reserves
the right to. submit a revised filing.

I Experience Period Premium and Claims
IILI Paid through Date:
Experience Period claims were based on incurred calendar year 2017, paid through February
2018. This includes 2017 experience in Affordable Care Act compliant plans. Highmark DE
did not offer any transitional plans.in 2017.

HL2 Premiums (net of MLRR Rebate) in Experience Period:

The premiums shown {or the experience period were based o calendar vear 2017 actual
revenues.

Based on.preliminary information for calendar year 2017, no MLR rebates are anticipated 1o
‘'be refuinded to enrollees. Therefore, we did not include an adjustment for MLR rebates in the
2017 premium-amounts.

[
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IV,

ILL.3 AHéwed and Paid Claims Incurred During the Experience Period:

Historical Experience; We chose Highmark DE's current experience for the
individual block of business for the period January 1, 2017 through December 31,
2017, with claims paid through February, 2018 as the basis for the. 2019

projected individual market pricing.

Claims Incurred During the 12-month Experience Perjod: Worksheet 1, Section !
shows our best éstimate ol the amount-of claims that were incuired during the 12-
maonth experiencé period for Highmark DE’s individual book-of-business. This
seetion includes:

- The amount of ¢laims which were processed through Company’s claims
system,

- Claims processed outside of the.-Comp‘any_"s claims system, and

- Our best estimate of claims incurred: but not paid -as of the paid through
date stated above.

Method for Deterinining Allowed Claims: For non-capitated claims, the allowed

charges are summarized from Highmark DE's detailed claim-level historical data.
This. experience includes 2017 claims for Affordable Care Act compliant

business, For capitated and other -off-system elaims, historical capitations and
experienice were tabulated and added to the claims.

Paid Claims: We also summiarized the paid claims [rom detailed member records.
The paid-te-allowed ratio for the experience period reflects the 2017 plan designs
chasen by each member.

Incurred but Not Paid (IBNR) Claims Estimate:  Highmark DE is using a
completicn factor of to include [BNR claims in allowed charges, The
IBNR completion factor was developed using our corpordte reserving system for

Highmark DE’s individual business. We applied it equally to both paid and

allowed total claims {as a change to utilization) to complete the experience.

Benefit Categories

Historical cost and utilization data was summarized at the defined benefit categories included.
in Worksheet 1, Section 11 of the URRT. This data was used to. allocate total claims into jts
components on the URRT,

The data provided in this section closely adheres to. the preferred definitions of the Benefit
Categories included in the URRT instructions, including the “Other Medical” category. The
*Other Medical™ category units reflect visits for PDN/home health, trips for ambulance and
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pracedures for DME/prosthetics, Prescription drugs utilization were converted to-a “per 30-
day” script count,

V. Projection Factors
V.l Changes in the Morbidity of the Population Insured
We applied an adjustment of -approximately I 1o reflect the anticipated changes in the
average morbidity of the covered population (beyend allowable rating factors).  This

morbidity adjustment reflects multiple changes, including blending of the ACA pool and new
members from multiple sources including uninsured and the employer markets.

Impact of Health Insivance Coverage Mandate

The morbidity factor was increased by § to reflect the macket uneertainty from the
elimination of the health insurance coverage mandate. This de‘rcno; ation is reflected in the
filing by muliiplying the original morbidity factor of | to atrive-at a final
morbidity factor of approximately

V.2 Changes in Benefits -

All known benefit changes pertained to changes in cost sharing which are captured in the
paid to allowed ratio discussed in Section VL

V.3 Changes in Demographics.

‘We project that the average rating factor (age, tobacco load and area combined) will increase
by about EEEE due to the change in the population. This is primarily due to the expectation
that the new members from the group and/or uninsured populations to be slightly older than
the population in the underlying experience. This incteases the projected allowed claims
(utilization) by the same amount,

V.4 Trend Factors (cost/utilization)

This developmuﬂ of the CY2019 rates reflects an annual trend rate of
utilization). These trends reflect Highmark DE’s expectations regarding increases in in-
fietwork cantractual reimbursenient and out-gf-network eosts. These estimates measure and
normalize for benefit leverage, population aging, and historical changes for fee schedules; as
well as company-wide utilization management programs, and external trend drivers.

The trend represents a blended average for all types of seivice and is applied to the aggregate
experience for pricing. These trends represent assumed community-wide. expectations.
Claim variations due to the specific projected enrolled population in ¢ this S]!‘ng. risk pool are
reflected in the morbidity adjustment.

Please note that while the under Eyma utilization trend is expected to be Highmark has
included the anticipated change In wtilization due to cost sharing requirements in the
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VI.

VII.

VIIL.

IX.

utilization trend column as instructed. The utilization adjustitent is |
brings the final utilization trend 1o as found in the JRRT.

] per year. This

Credibility Manual Rate Development

VI 1Source and Appropriatencss of Experience Data Used

Highmark DE’s individual experience i3 fully credible, No manual rate is developed or used
in this projection. The Credibility Manual section of the URRT has been populated with
zerses to allow for finalization of the URRT Workbook, '

Credibility of Experience

The experience is from Highmark DE’s individual beok of business in 2017, [t is large
enough to be fully credible. Our results are based B on the experience rate, as adjusted,

Paid to Allowed Ratio

The paid to allowed ratio of | is. a weighted average of the 2019 plan level paid to
allowed ratio§, Plan level paid to allowed factors were developed using an internal model
based on DE individual claims experience. The: paid to allowed factors for silver plans not
offered exclusively off-exchange were loaded an additional B o-cover the anticipated cost
of the Federal Government’s decision not to fund Cost Sharing Reduction subsidies,

Risk Adjustment and Reinsurance:

IX.1 Projected Risk Adjustments PMPM:
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XL

XII.

XIII.

Non-Benefit Expenses and Profit & Risk

X.1 Administrative Expense Load:

The proposed rates reflect internal administrative costs including commissions and quality
improvement administrative expenses. This cost was developed based on standard expense

allocation methods.

X.2 Profit (or Contribution to Surplus) & Risk Margin:

The proposed rates reflect a risk/eontribution to surplus margin For all products and

plans.
X.3 Trxes and Fees:
The following fees were added:

Per Member Per Month for the Patient Centered Qutcomes Rescarch Institute

for the Health Insurance Provider Fee

included in the

_ Exchange Fee x |
single risk poo! base rate)

assumed on exchange percentage (

Projected Loss Ratio

The anticipated medical loss ratio is about refative to total prenvium less taxes and
fees. This loss ratie is caleulated consistently with the federally prescribed MIR
methodology.

Single Risk Pool

As described above the base experience used includes all Highmark DE individual membets
in accordance with the Single Risk Pool regulations. ‘The projected membership and their
carresponding premiums and claims only include those members who will be enrolled in a
fully ACA-compliant plan in 2019.

Index Rate

Please see Exhibit I for the numerical development of the projected index rate; The index
rates as shown on Worksheet 1 of the URRT are simply the average allowed claims for the
Essential Health Benefits for the experience and projected populations, respectively, for
Highmark DE. For the experience period, only non-grandfathered plans are included. The
projection period Index Rate is not adjusted for reinsurance or risk adjustment programs or
any other fee.
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X1V.

XV.

XVL

Market Adjusted Index Rate

Please see Exhibit T for a numetical demonstration of the Market Adjusted Index Rate
development. The Market Adjusted Index Rate is the Index Rate further ddjuStLd for risk
adjustment, reinstirance, and the exchange fee. The Risk Adjustment factor is developed by
taking one minus the expected risk transfer {net of the fee) and dividing by the projected
meurred claims before reinsurance and risk adjustment. The Federal Reinsurance Program
factor s set to one 10 recognize the program’s termination. The Exchange User Fee factor is
developed by adding the expected average exchange fee PMPM and the projected incurred
claims after risk adjustm and reinsurance, then dividing by the projected incurred:¢laims afier
risk- adjuster and reinsurance. These adjustméents were developed as factors in accordance.
with the Part [Tl instructions.

Plan Adjusted Index Rates

A Plan Adjusted Index Rate is developed by taking the Market Adjusted Index Rate and
adding a plan’s actuarial value, relative bencfit richness, any non EHB benefits, and
retention. Please sec Exhibit 11 for the development of the Plan Adjusted Index Rate for each
plan. All plans are-offering the same non-EFB benefits, and the adiministrative expenses and
profit and risk load factors do not vary by plan,

Calibration

XVLI1 Age Curve Calibration:

The projected weighted average age factor for billable members is. This factor is
calculated by dividing the all members age factor of BB by the ratio of billable members to
total members . Bach Plan Adjusted Index Rate represents the rate for an average
member with-an age f‘1<.tor of BB Pleasenote that no memberr will pay these rates because
the-age factor of § is not found on'the HHS8 Age Curve, [{ only represents the average

ape factor of the prajected pc-jpu‘_l'ati:_)n. The nearest age to that factor is for age B, which bhas
a [actor -of | Please see Exhibit | for the development of the calibration factor.

XVIL2 Geographic Factor Calibration:

The state of Delaware has only one geographic region and a factor o No calibration is

necessary,

XVL13 Tobacéo Factor Calibration:

The projected weighted -average tobacco factor is R
represents the rate for an average member with a tobacco fa
1.for the development of the calibration factor,

Each Plan Adjusted Index Rate
ctor of 4. Please see Exhibit
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XVIL. Consumer Adjusted Preminm Rate Development

The plan adjusted index rate represents the rate for an average age and average geographic
member with a-mix of tobacco users and non-tobaceo users. Multiplying by the Combined
Calibration Factor found in ExHibit I results i the value foi a ffl year old non-tobacco uses in
-a [l geographical area. The standard HIHS Age Curve along with the filed tobacco. factors
and geography factors.can be used to calculate any rate found in the QHP rate-template.

XVIIL. AV Metal Values

The AV Metal Values included in Worksheet 2 of the Pait [ Unified Rate Review Template
were based entirely on the Federal AV Calculator, Seme plans did require an adjustment to
the inputs entered inlo the AV calculator. Screen shots and certifications for these plans were
submitted as part of Highmark DE’s QHP application,

XIX. AV Pricing Values
Please sce Exhibit II for the portion of each AV pricing value that is attributable to cach of
the allowable: modiliers. The utilization due to differences in c¢ost sharing is based on the
factors adopted by the tisk adjustment methodology. No differences due to health status are

in these adjustments,

Impact-of Non-Payment of Cost Sharing Reduction Subsidies

We have applied an additional adjustment to owr AV pricing values for those Silver plans not
offered exclusively off-exchange. This adjustment factor was and représents. the non-
payment of Cost Sharing Reduction subsidies. This adjustment Factor was reflecled in
Column (i} of Exhibit If for the impacted plans.

XX. Membership Projections

Membership projections is from the Highmark DE’s forecast for 2019, These projections
reflect éxpected changes in market share due o an expected increase in markel competition,

Highmark DE expects membership in 2019 to follow a similar-distribution as the Individual
ACA experience period.

For the Silver lével plans, the projected membership by cost sharing subsidy levels is based
on the observed distribution of ACA members that were eligible under the federal poverty
levels and reflects the increased cost on silvei rates and the availability of premium subsidies.
The projected enrollment by plan-and subsidy level is as Tollows:
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C5R Silver Plan Membership Distribution
. el Yo of % of
FPL Subsidy Level Silver Membership Total Membership
<150% %
130%-200% 87%
200%:-230% 3%
>250% 0%
Total

XXI.  Terminated Plans-and Products
All terminated plans are listed in Exhibit [11.
XXII. Plan Type

The Plan types listed in Worksheet 2, Section 1 of the Part I Unified Rate Review Template
describe Highmark DE’s plans adeqguately.

XXIII. Warning Alerts
Thé URRT validated with no warnings.

XXIV. Actuarial Certification
|, R am a meniber of the American Academy of Actuaries and mect its
qualification standards for actuaries issuing statements of actuarial opiniens in the United

States. This filing is prepared to accompany Highmark D¥s rate filing for the individual
combined market on and off the Delaware Exchange.

[ hereby Ccrti}f}* that the projected index rate is, to the best of my knowledge and
understanding:

e In compliance with all applicable State and Federa) Statutes and Regulations (45 CFR.
156,80 and 147.102),

o Developed in compliance with the applicable Actuarial Standards of Practice

» Reasonable in relation to the benefits provided and the population anticipated to be
covered

» Neither excessive nor deficient.

{ certify that the index rate and only the allowable modifiers as described in 45 CFR
136.80{d)(1)and 45 CFR 156.80(d){2) were used to generate plan Ievel rates. The allowable
modifiers used fo generate plan-level rates were:
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The actuarial value and cost-sharing desigs of the plan.

o The plan’s provider fetwork, delivery system characteristics, and ulilization
management practices.

s The benefits provided under the plan that ar¢ in addition to the essential health
benefits. These estimated benefits were pooled with similar benefits within the single
risk pool and the ¢laims experience from these benefits was utilized to determing rate
variations.

»  Administrative costs, excluding Exchange user fees.

s With respect fo catastrophic plans, the expected impact of the specific eligibility
categories for those plans,

I certify that the per cent of total premium that represents essential health benefits included in
Worksheet 2, Sections I11 and IV were calculated in accordance with actuarial standards of”
practice.

I eertify that the benefits included in Highmark DE’s plans are substantially equivalent to the
Essential Health Benefits (EHBs) in the State of Delaware’s benchmark plans. [ certify that
any benefit substitutions are:

¢ Actuarially equivalent to the benefits being replaced,

e Are made within only the same essential health benefit category,

«  Age based-on a standardized plan population,

¢ Are determined regardless of cosi-sharing.

e Are:not prescription drug benefits, and

»  Are based on an analysis performed in accordance with generally accepted actuarial

principles and methodologies.

1 certify that the AV Calculator was used to determine the AV Metal Values shown in
Worksheel 2 of the Part | Unified Rate Review Template for all plans.  The AV Metal
Values included in Worksheet 2 of the Part I Unified Rate Review Template were based on
the Federal AV Calculator,

[ certify that the geographic rating reflect only differences inthe costs of delivery (which can
include unit cost and provider practice pattern differences) and do not include differences for
population marbidity by geographic area.

The Part | Unified Rite Review Template does not demonstrate the prodess used by
Highmark DE to develop the rates. Rather, it represents information required by Federal
regulation to be provided in suppoit of the review of rale increases, for cértilication of
qualified health plans for federalty facilitated exchanges and for-certification that the index
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rate is developed in acecordance with Federal regilation and used consistently and only
adjusted by the allowable modifiers.

Signed:
Title: B
Date: June 21, 2018
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1550 Liberty Ridge Orive, Suité 200

= s gR R 1

EBBE ma ﬁ Wayne, PA 19087-5572
B ] Tal + 610 887 5544

Fax -+ 630.687 4236

wway mititman. com

ACTUARIAL MEMORANDUM
Highmark Blue Cross Blue Shield Delaware

Individual Rate Filing- January 1, 2019

= . am a member of the Ainerican Academy of Actuaries and meet its qualification
standards for pcharmg individual rate filings. As a consuliing actuary, 1 was requested by Highmark,

Inc. ("Highmark™) o review ity rate filing for the individval market on and off the Delaware
Exchange. The confidential material presented in this filing was prepared for the specific purpose of
submifting the rating formula for the DE Insurance Department and may nét be appropriate for other
purposes. This filing vepresents rates for individuals sold or renewed effective January 1, 2019, The
rates-are guaranteed until December 31,2019,

To the best of my knowledge and judgment. the following are tue with respect to this {iling:

l. Rates are established in accordance with generally accepted actuarial principles and the
applicable Actuarial Standards of Pragtice. "’I"h_e_y are not excessive, inadequate, or-unfairly
discriminatory. Rates are reasoniable in relationship to the benefits provided. However, it is
certain that actual experience will not conform exactly o the-assumptions used in this analysis.
To the extent that actual experience is.different from the assumptions used in developing the
rates, the actual results will also deviate-from the projected amounts,

2. In campliance with all applicable Delaware and Federal Stauites and Regulations (45 CER
156.80 and 147.102), '
3. The rating factors and rating methodology are reasonable and consistent with Highmark’s

business plan ai the time-of the filing.

Fellow, Society of Actuaries _
Member, American Academy. of Actuaries
June 21, 2018
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